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FOREIGN GOLD AND DOLLAR HOLDINGS IN 1949
During 1949 there was some improvement
in the over-all monetary reserve position of
foreign countries, thus reversing the trend
which had prevailed in earlier years since the
end of the war. At the close of 1949 total
foreign holdings of gold and dollars were
estimated at 15.2 billion dollars as compared
with 14.9 billion at the beginning of the year,
an increase of about 300 million dollars. An
exception to this general improvement was
the net decline in the monetary reserves of
the United Kingdom and sterling area
countries.
Gold and dollar holdings are the principal
exchange resources freely available to foreign
countries for meeting external commitments
in dollar or other currencies, as well as for
covering any minimum legal requirements
for internal reserves. Changes in the hold-
ings of individual countries are generally
indicative of their current international eco-
nomic position. In addition, changes for
foreign countries as a group reflect the bal-
ance-of-payments position of the rest of the
world toward the United States.
During the war many countries outside
Europe built up their monetary reserves to
unprecedentedly high levels, since they ob-
tained large dollar earnings which they could
not use to increase their imports because of
supply shortages in the United States. From
the end of 1945 to mid-1948, however, foreign
countries liquidated their reserves on a large
scale, mainly to pay for purchases in the
United States that could not be financed in
other ways. In the past year and a half, the
extension of foreign aid under the European
Recovery Program, the recovery of produc-
tion and trade abroad, the tightening
of import and exchange restrictions, and
the downward adjustment of foreign cur-
rency values have combined to arrest the
decline in the monetary reserves of foreign
countries.
Improvement in the gold and dollar posi-
tion of foreign countries during 1949 was
neither continuous throughout the year nor
uniform among countries. An increase in
gold and dollar holdings, which had started
in the latter part of 1948, continued in the
early part of 1949. In the spring and sum-
mer of 1949, however, there was a serious
setback as some countries liquidated part of
their gold holdings and also lost dollars accu-
mulated in previous months, in order to ad-
just to a moderate recession in world trade,
particularly in exports to the dollar area.
In the last quarter of the year, following the
adjustment of foreign exchange rates, aggre-
gate gold and dollar holdings of foreign
countries rose again.
The United Kingdom and other countries
of the sterling area were particularly sensi-
tive to recession tendencies in United States
MARCH 1950 269
Federal Reserve Bulletin: March 1950FOREIGN GOLD AND DOLLAR HOLDINGS IN 1949
imports, and suffered severe losses of gold
and dollars in the second and third quarters
of 1949, These losses were offset only in part
by gains in the fourth quarter of the year,
as shown in the chart. Several Western
European countries, however, increased their
gold and dollar holdings throughout the
year. The combined result of these develop-
ments was that the group of countries par-
ticipating in the European Recovery Pro-
gram showed a slight over-all improvement
in reserves over the year.
FOREIGN GOLD RESERVES AND SHORT-TERM DOLLAR BALANCES
SELECTED COUNTRIES AND AREAS
END OF QUARTER BILLIONS OF DOLLARS
Canada continued to accumulate both gold
and dollars during 1949, though at a slower
pace than in the preceding year. Tightening
of import controls and adjustment of ex-
change rates contributed to a marked im-
provement in the monetary reserve position
of Latin America in the second half of the
year. The gold and dollar holdings of some
Far Eastern countries were drawn down
heavily throughout the year.
Taken as a whole, recent experience sug-
gests that, while the European Recovery Pro-
gram has helped to arrest the postwar deple-
tion of foreign monetary reserves, it has not
resulted as yet in any general reconstitution
of such reserves. This experience also sug-
gests that the precariously low level of gold
and dollars available to foreign monetary
authorities renders their currencies highly
vulnerable to fluctuations in world trade, par-
ticularly in the case of countries suffering
from basic economic maladjustments. Lack
of margins in monetary reserves, moreover,
is a serious obstacle to efforts of foreign
countries to liberalize trade and payments
among themselves and with the United
States.
For this reason, measures directed toward
encouraging and facilitating a replenishment
of monetary reserves to more adequate levels
would further important objectives of the
foreign financial policy of the United States
and be of benefit to the world at large.
By strengthening the position of foreign cur-
rencies vis-a-vis the dollar, they would assist
foreign monetary authorities in the transition
from the present restrictive controls over
trade and foreign exchange to a system of
multilateral trade and currency convertibility.
GOLD AND DOLLAR HOLDINGS AND MONETARY
RESERVES
Statistics of foreign gold and dollar hold-
ings shown in the table and charts of this
article differ somewhat from the official
figures of monetary reserves as reported by
certain foreign countries. This can be ex-
plained primarily by the difference in the
composition of the two sets of figures. The
gold and dollar holdings data used here are
based in part on foreign official figures and on
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statistics collected in the United States, and in
part they are estimated.
The data on gold holdings represent the
gold reserves held by foreign monetary au-
thorities and are based, as a rule, on figures
currently reported in central bank statements
or otherwise made public by foreign coun-
tries. Where published data are incomplete
or unavailable, estimates have been used.
The data on foreign dollar balances in the
United States are drawn from a regularly
reported statistical series covering all short-
term assets (i.e., deposits, short-term com-
mercial paper, Treasury bills, etc.) held for
foreign residents by banks in the United
States. They comprise both official balances
(those owned by foreign central banks and
governments) and balances held on private
foreign account. While official balances as a
rule are included by monetary authorities in
their monetary reserves, private balances
represent in general the working capital
which foreign banks and business firms
maintain in order to meet their current dol-
lar requirements.
Exchange controls are applied in most coun-
tries in such a way as to keep private dollar
balances at the approximate levels necessary
to meet the operating requirements of their
holders. This policy has the effect of keep-
ing fluctuations of private balances within
narrower ranges than those of official bal-
ances. Net changes in the aggregate figure
(official plus private balances) reflect quite
accurately the trend of official balances, as
is shown in the accompanying chart.
From an international point of view, the
most important changes in individual gold
and dollar holdings in 1949 were those of
the United Kingdom. The official figure
of the monetary reserves of the United King-
dom, announced regularly by the Chancellor
of the Exchequer, includes the Treasury
holdings of gold, United States dollars,
and Canadian dollars, but does not in-
clude dollar balances privately held by Brit-
FOREIGN GOLD RESERVES AND SHORT-TEHU DOLLAR BALANCES
BILLIONS OF DOLLARS END OF QUARTER BILLIONS OF DOLLARS
ish banks, business firms, and individuals.
Despite the difference in coverage, the trend
shown by the official British reserve figure
is similar to that of the gold and dollar hold-
ings data used in this article. Between
March 31 and September 30, 1949, the de-
cline in official reserves was reported at
487 million dollars, while the decline in gold
and dollar holdings is estimated, in the table
on page 273, at 493 million. During the last
quarter of the year, official reserves rose
263 million dollars, while gold and dollar
holdings increased by an estimated 235 mil-
lion. The small difference between the two
series is explainable by changes in private
dollar balances (included in United States
statistics) and in official holdings of Cana-
dian dollars (included in the British figures).
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FOREIGN GOLD RESERVES AND GOLD
MOVEMENTS
The greater part of the net gain in foreign
monetary reserves in 1949 was in the form
of gold. Estimated gold reserves of foreign
countries (other than the U.S.S.R.) rose from
slightly over 9.0 billion dollars at the end
of 1948 to nearly 9.3 billion at the end of 1949.
The net gain of 250 million dollars contrasts
with net losses of 1.2 billion dollars in 1948
and 2.4 billion in 1947 (exclusive of contribu-
tions to the International Monetary Fund).
The net accumulation of gold by foreign
monetary authorities in 1949 was primarily
the result of a sharp contraction in the net
FOREIGN TRANSACTIONS IN GOLD BY THE UNITED STATES
DURING 1949
Net Purchases (+). or Net Sales (—)
[In millions of dolls
Country
ERP countries (other than United
Kingdom):






















































































































1 Excludes net sales of 34 million dollars to the Bank for Inter-
national Settlements.
flow of gold to the United States, which was
reduced to a figure well below the level of
new production abroad. Net United States
purchases of gold from foreign countries
amounted to 230 million dollars in 1949, as
shown in the table, as compared with L5
billion dollars in 1948 and 2.8 billion in 1947.
The amount of new gold production
abroad, excluding the U.S.S.R., has been ten-
tatively estimated for the year at nearly 750
million dollars. Since net accumulation of
gold reserves by foreign countries and net
purchases of foreign gold by the United
States totaled 480 million dollars, there re-
mains about 270 million of newly mined for-
eign gold to be accounted for. Apart from
a small increase (15 million) in the holdings
of the International Monetary Fund and
some amounts absorbed by consumption in
arts and industries, the remainder of this
gold' presumably went into private holdings
through the free and black markets existing
in various parts of the world.
For the year as a whole, gross purchases
of foreign gold by the United States
amounted to 736 million dollars, and its sales
to foreign monetary authorities were 506
million. The adjustments in the values of
foreign currencies in September 1949 were
followed by a shift of the United States from
the position of a net purchaser to that of a
net seller of gold—a net gold inflow of 462
million dollars from January 1 to September
18 being contrasted with a net gold outflow of
232 million in the remainder of the year.
Gold from the United Kingdom and the
Union of South Africa accounted for almost
nine-tenths of total purchases of gold by the
United States. Italy made the largest indi-
vidual purchase from the United States, but a
number of other countries (Venezuela, Ar-
gentina, Thailand, Belgium, Switzerland,
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Netherlands, Mexico, Uruguay, and Cuba)
also acquired sizable amounts.
The changes in foreign gold reserves in
1949 varied considerably by countries. Net
gold losses of the United Kingdom, estimated
at 255 million dollars for the year, were
slightly less than the net gold gains of the
other countries participating in the Euro-
pean Recovery Program, with the result that
the gold reserves of the group showed a small
net improvement over the year. In addition
to Italy, which increased its gold reserves by
ESTIMATED CHANGES IN FOREIGN GOLD RESERVES AND SHORT-TERM DOLLAR BALANCES DURING 1949
[In millions of dollars]
Area and country






Germany (Western Zones) . .




















































































































































































































































































































































































P Preliminary. ( y 1 Includes gold to be distributed by Tripartite Commission to European countries (including some non-ERP countries).
2 Excludes gold reserves, but includes short-term dollar balances held by U. S. S. R.
3 Excludes Eire and Iceland, which are included under "Other ERP countries."
4 Excludes gold and dollar holdings of international institutions.
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160 million dollars, Switzerland and Belgium
also made comparatively large gains. These
increases resulted in part from purchases
from the United States and in part from
settlements of trade balances with other
countries.
Argentina and Venezuela accounted for
most of the gold increases among Latin
American countries. Thailand, in addition
to its purchase from the United States, also
received 44 million dollars of gold which
had been held for her account in Tokyo.
Canada continued to add most of her newly
mined gold to monetary reserves.
The small volume of net gold movements
in 1949 did not alter the distribution of gold
between the United States and the rest of the
world which existed in 1948. At the end of
1949 official gold holdings of the world (ex-
cluding the U.S.S.R.) totaled over 35 billion
dollars, of which 70 per cent was held by the
United States, 26 per cent by monetary au-
thorities of foreign countries, and 4 per cent
by the International Monetary Fund and
other international institutions.
CHANGES IN FOREIGN DOLLAR BALANCES
Foreign dollar balances (official and pri-
vate) followed the same general trend in
1949 as foreign gold reserves. A net over-all
increase of 74 million dollars in the first
quarter was followed by a net decline of
266 million in the second and third quarters;
this, in turn, was offset by an equivalent rise
(271 million) in the last quarter of the year.
These fluctuations reflected the movements
in official balances, since private balances had
only slight, though opposite, fluctuations.
It is a common practice among monetary
authorities to invest in gold any sizable accu-
mulation of dollars in excess of certain cus-
tomary levels and to dispose of gold when-
ever their dollar balances fall considerably
below such levels. The levels of foreign dol-
lar balances at any given date are also affected
by other financial operations, such as dollar
transactions of member countries with the
International Monetary Fund. For example,
the decline in Italian dollar balances in the
third quarter of 1949 was the result of a shift
from official balances to gold holdings, while
part of the increase in the Brazilian dollar
balances toward the end of the year was
attributable to a drawing on the Fund.
In a similar manner the United Kingdom
adjusted the level of its dollar balances
through sales of gold to the United States.
British dollar balances (official and private)
at the end of February 1949 were at their
high for the year, 577 million dollars, but
fell sharply thereafter. Sales of gold at a
monthly rate of approximately 80 million
were needed to sustain the dollar balances
within a 350 to 440 million dollar range dur-
ing the second and third quarters of the year.
Following the devaluation the dollar bal-
ances recovered again and by the end of the
year amounted to 574 million.
Apart from scattered gains and losses, con-
tinental countries of Western Europe as a
group showed little change in their aggre-
gate dollar balances. In Latin American
countries the marked improvement in the
dollar position beginning in the spring of
1949 was the result of tighter import restric-
tions and, in some cases, of exchange adjust-
ments. Gains made by Brazil, Mexico, Co-
lombia, and Venezuela were, however, partly
offset by a decline on the part of Cuba. In
Asia the Philippines suffered a steady drain of
dollars and China liquidated a substantial
portion of both dollar and gold holdings,
while Japan continued to increase her dollar
balances throughout the year.
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In addition to increasing their dollar bal-
ances during 1949, foreign countries repaid
a relatively substantial part of their short-term
liabilities to American banks. A few coun-
tries (France, Netherlands, Cuba, Argentina,
Brazil, and Colombia) accounted for the net
decline from 1,019 million dollars at the end
of 1948 to 807 million at the end of 1949
in the outstanding short-term dollar liabilities
of foreign countries.
EFFECTS OF READJUSTMENT OF FOREIGN
CURRENCY VALUES
The reversal of trend in foreign gold and
dollar holdings during 1949, and the changes
by countries or areas shown in the chart on
page 270, are related to the adjustments of
foreign exchange rates in terms of the dollar.
The year 1949 witnessed a general realign-
ment in the values of foreign currencies.
The devaluation of the pound sterling on
September 18 was followed by adjustments
in the value of their currencies by most coun-
tries in the sterling area and Western Europe,
as well as by Finland, Canada, Argentina,
Egypt, and a few countries in Latin America
and Asia. In addition, Japan established a
unitary exchange rate in April, Mexico offi-
cially devalued the peso in June, and several
Latin American countries made changes
in their exchange rate structures during the
year. Thus, apart from the U.S.S.R. and
Eastern Europe, only a few important coun-
tries (notably Switzerland, Brazil, and Paki-
stan) maintained unchanged throughout the
year the dollar value of their currencies.
These exchange rate adjustments were
effected primarily in order to correct the
basic trade disequilibrium between the
United States and other countries and to less-
en the strains of altered debtor-creditor rela-
tions, particularly in the case of the United
Kingdom and the sterling area. The critical
losses of British reserves in the second and
third quarters stemmed from these funda-
mental maladjustments, but several short-run
factors were responsible for the sharpness of
the drain as well as for the subsequent re-
covery in monetary reserves.
The September devaluations were preceded
by a decline in foreign exports to the United
States and by speculative activities against
the pound sterling. The dollar trade posi-
tion of sterling area countries deteriorated in
the first three quarters of 1949, as indicated
by an increase in their purchases of American
goods and a decline in American purchases
of their goods, particularly of raw materials.
Rumors of currency devaluation then encour-
aged traders to take speculative positions
against the pound through purely short-term
adjustments in their inventories and in their
pound or dollar balances. In addition, some
dollar proceeds from sterling area exports
were diverted from official to non-British
or private hands through commodity arbi-
trage operations involving financing with
so-called "cheap" sterling obtained at rates
below parity.
The reversal of these short-term factors in
the last quarter of the year underlay the
substantial recovery in reserves which was
achieved as the initial response to devalua-
tion. The British Chancellor of the Ex-
chequer, in announcing the fourth quarter
increases in monetary reserves on January 4,
1950, estimated that about half of the recov-
ery was of a nonrecurring nature. A con-
siderable part of the increase in British re-
serves was undoubtedly due to an inflow of
dollars representing deferred payments for
sterling purchases and to larger imports by
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the United States in order to rebuild inven-
tories of sterling area products.
Another instance of improvement in mone-
tary reserves that is attributable partly to de-
valuation is Mexico. In July 1948 Mexico
ceased supporting the peso at its parity of
4.85 pesos to the dollar and in the following
months allowed it to depreciate to 6.85 pesos
to the dollar. In the second quarter of 1949
the peso depreciated further, and on June
17 Mexico established a new par value of
8.65 pesos to the dollar. At the same time
Mexico adopted more effective anti-inflation-
ary credit and budget policies. An unusually
large cotton crop, combined with steady min-
eral shipments, contributed to maintaining
exports at high levels, while imports were
increasingly curtailed over the year by the
lowering of the dollar value of the peso. As
a result, Mexico's gold and dollar holdings,
which had been drawn down heavily in 1947
and 1948, remained stationary in the early
part of 1949; from April through December
Mexico increased its dollar balances by 76
million dollars, in addition to net purchases
of 16 million of gold from the United States.
More important than these short-run re-
sults in individual cases are the ultimate
effects which it is hoped that devaluation
will have on monetary reserves. By its im-
pact on comparative prices the adjustment
of foreign exchange rates should contribute
to a reduction in the United States export
surplus and thereby assist foreign countries
in their efforts to maintain or strengthen
their monetary reserves. Also, by raising the
price of gold in terms of local currencies,
without raising mining costs correspond-
ingly, devaluation provides a stimulus to gold
production. It may be expected that foreign
monetary authorities will endeavor to acquire
and retain as much as possible of the gold
output in order to reconstitute further their
depleted monetary reserves.
EFFECTS OF IMPORT RESTRICTIONS
As the year progressed, tightening of re-
strictions on dollar imports became an in-
creasingly important factor in arresting the
drain on foreign gold and dollar holdings.
The reversal of the gold and dollar move-
ments in the last quarter of the year was due
to the application of import restrictions by
sterling area countries as well as to the de-
valuation of the pound. The United King-
dom announced in July a direct cut of British
purchases in the dollar area of about 25 per
cent as an emergency measure to stem the
drain on monetary reserves. Shortly there-
after the Commonwealth Finance Ministers
agreed to recommend to their governments
"action comparable in its result" to that taken
by the United Kingdom. These measures
began to be effective almost immediately
and were strengthened in the latter part of
the year by devaluation. United States ex-
ports to the United Kingdom and sterling
area countries (excluding the Union of
South Africa) amounted to 354 million dol-
lars in the third quarter and to 329 million
in the final quarter, as compared with a total
of 912 million in the first half of the year.
The Union of South Africa had put into
effect an even stricter curtailment of dollar
imports in the latter part of 1948, and im-
posed additional restrictions during 1949 in
order to arrest a critical depletion of its gold
reserves. Despite its high current gold out-
put, large sales to the United States to finance
a record deficit in dollar trade and a gold loan
to the United Kingdom reduced the gold re-
serves of South Africa by 580 million dollars
in 1948. During the first three quarters of
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1949 the decline in gold reserves was much
less—an annual rate of about 80 million dol-
lars—although during this period South
Africa accepted repayment of the gold loan
in sterling as a means of financing its large
trade deficit with the United Kingdom.
After devaluing its currency in September,
South Africa achieved a small gain in
reserves, at an annual rate of about 30 million
dollars, thus reversing the trend which had
prevailed since 1947.
The imposition of more stringent import
and exchange controls was generally respon-
sible for the increase in Latin American gold
and dollar holdings, although other factors
contributed in some cases. A large volume
of coffee exports, together with higher coffee
prices, and application of more stringent
import and exchange restrictions produced
notable increases in the gold and dollar hold-
ings of Brazil and Colombia. Moreover,
Colombia paid off practically all its backlog
of commercial indebtedness to American
exporters, and Brazil is expected in 1950 to
use a substantial part of the increase in its
dollar balances for the same purpose. Ar-
gentina reduced its trade deficit with the
United States through tight controls and
currency devaluation, and announced its in-
tention of allocating 30 per cent of its current
dollar receipts for the reduction of its back-
log of commercial debt to the United States.
The heavy loss of dollar balances by the
Philippines is attributable chiefly to an infla-
tionary fiscal policy and failure to control the
resultant demand for imported goods, which
continued in 1949 at high postwar levels.
The Philippine Government in October
placed limits on import financing and in De-
cember tightened import regulations and im-
posed exchange controls in an endeavor to
arrest the drain on reserves.
Only two important countries, Canada and
Belgium, were in a position in 1949 to relax
restrictions on imports from the United
States. This relaxation was made possible by
the recovery in their reserves, which accom-
panied the attainment of over-all favorable
balance-of-payments positions.
THE IMPORTANCE OF ADEQUATE MONETARY
RESERVES
The holdings of gold and dollars (or other
convertible currencies) constitute the reserves
which foreign countries need in order to
finance the current flow of international
trade and to assure monetary stability and
confidence in their currencies.
Although the postwar liquidation of these
reserves came to a halt in mid-1948 and a
slight increase occurred during 1949, the
over-all level remains close to the postwar
low. The present foreign gold and dollar
holdings are only slightly higher—in dollar
terms—than prewar holdings, while the
wholesale price level in the United States
has doubled and the dollar value of world
trade has risen between two and three times,
with exports from the United States increas-
ing about four times. It may be noted that
the widespread application of trade and ex-
change controls and the recourse to clearing
and other bilateral arrangements during the
thirties arose from the necessity, on the part
of foreign countries, of eliminating balance-
of-payments deficits in order to protect their
monetary reserves. The maintenance and
tightening of these restrictive measures
in the second half of the decade, despite the
recovery from depression, suggest that for-
eign countries continued to regard their
monetary reserves as inadequate to meet the
requirements of an expanding multilateral
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world trade. Thus, inadequate reserves are
primarily the result of basic maladjustments
in international trade, but their persistence
over a period of time and their widespread
development over a number of countries
become the cause in turn of further dis-
equilibria and difficulties.
Adequate monetary reserves may be re-
garded as one of the prerequisites of any
widespread movement by foreign countries
toward a system of multilateral trade and
currency convertibility. Progress in this di-
rection will continue to be limited, unless
countries can build their gold and foreign
balances up to levels adequate for meeting the
varying financing requirements of their for-
eign trade, and unless the position of their
currencies can be reinforced by monetary re-
serves adequate to instill public confidence.
Even if basic trade maladjustments were
eliminated and an over-all balance in inter-
national payments were achieved, a mone-
tary authority could not recommend the lift-
ing of restrictions on imports and the restora-
tion of convertibility, unless it were protected
by a reserve position or other exchange facili-
ties sufficiently strong to withstand the in-
evitable fluctuations of world trade.
The level of monetary reserves has a direct
bearing also on the financial and economic
policies which a country may pursue for the
purpose of achieving or maintaining stable
conditions internally. A strong reserve would
permit a country to adopt policies appropri-
ate for stimulating economic activity in times
of depression, or to undertake investment
programs designed to attain a fuller utiliza-
tion or development of employable resources.
A weak reserve, on the other hand, would
be a serious obstacle to policies fostering eco-
nomic stability since these would tend to ex-
pand imports and thus involve a potential
drain on the exchange resources of the nation.
The existence of the International Mone-
tary Fund provides additional resources
which may be made available to its members
to meet normal or temporary fluctuations in
their balance of payments. Because of its
specific responsibilities and limited resources,
however, the Fund cannot be expected to as-
sure complete protection to its members
against balance-of-payments pressures irre-
spective of their origins or magnitudes. In
summary, a country with a weak monetary
reserve could ill afford the risk of a substan-
tial loss in exchange resources, which might
immediately follow policies of external lib-
eralization or internal expansion, even if such
loss could be recouped after completion of
the adjustment to the new situation.
When a country finds that its reserve of
gold and convertible currencies is falling to
levels which it regards as inadequate, its
monetary authority is confronted with the
problem either of changing the relation be-
tween its domestic and the international price
levels through currency devaluation, or of
introducing restrictions on foreign trade and
payments in order to assure the flow of im-
ports vital to its economy, or of adopting in-
ternal deflationary policies in order to adjust
the level of its economic activity to a lower
level of imports. Frequently, however, such
policies force fundamental changes in the
economy of the country in order to meet a
passing situation. They may also affect other
economies adversely and lead to a lower level
of world trade. In extreme cases, they may
have serious political and social impacts.
These considerations suggest that achieve-
ment of economic stability, at high levels of
production and trade, requires that foreign
countries continue their efforts to rebuild
monetary reserves to levels which would per-
mit their participation in a system of multi-
lateral trade and currency convertibility.
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